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Staff Report on APS Fuel Audit Implementation Plan

I. Purpos e of This  Report

Commis s ion De cis ion No. 69663 in Docke t No. E-01345A-05-0816 e t a l. re quire d AP S  to file
within 60 days  an implementa tion plan for each Libe rty audit recommenda tion it a ccepted and a
de ta ile d e xpla na tion s upporting e a ch re comme nda tion it did not a cce pt. Upon re vie w of tha t
re port, S ta ff wa s  to ide ntify the  be s t me thod for monitoring the  Compa ny's  imple me nta tion pla n
a nd for re s olving a ny is s ue s  in dis pute . AP S  file d its  "Fue l Audit Imple me nta tion Re port" on
Augus t 27, 2007, and S ta ff ha s  reviewed it. This  report complie s  with the  miss ion given to S ta ff
by tha t Orde r

Decision No. 69663 stated

APS is in general- agreenncnt with the findings of the Liberty testified the! some of

the chaxngcs recoqunuurhueuneded by the audit have ahneady been undeartakcn. Staff' believes that a

reasonable way to address' audit Endings is for the Company to prepare an implemenfaiion plan for

each renummeanfdaztion that it accepts, ad for ¢e8sh zecommemdaiion it does not accept, APS should be

requinlned to pcrovidc a detailed explanation of the reasons whey the recommendation need not be

implernenwd. Staf f  would the i dent i f y  the bcsi t  method f or  motor ing the Company 's

implementation plan ardor resolving any issues in dispute

W e agree Mth Staf f s recommcnldal ion and wi l l  odor APS to propaxu and f i le an

implememlnlion plan and ecplzacnation wiilmiln six ty days of the dateo f this Decision .

October 25, 2007
P a ge  I



a

II. Summary of Staff's  Recommendations

As  the  Orde r note d, AP S  wa s  in ge ne ra l a gre e me nt with the  findings  of the  Libe rty a udit, a nd
had a lready Luidertaken some actions  to implement the  audit's  recommenda tions . The  APS Fue l
Audit Implementa tion Report exhibited agreement with a ll Libe rty audit recommenda tions  (some
not e ntire ly but a t le a s t in ma jor pa rt). The  re port de mons tra te s  to S ta ffs  sa tis fa ction tha t mos t
of the  recommendations have  a lready been implemented, and require  no additiona l monitoring.

In some  ca se s , APS  re ma ins  in the  proce ss  of imple me nta tion, or ha s  cite d docume nts  whose
conte nts  a re  importa nt to de te rmining whe the r comple te d imple me nta tion e fforts  comple te ly
a ddre s s  Libe rty's  re comme nda tions . S ta ff is  s a tis fie d with the  progre s s  ma de  to da te  in those
two ca se s , but re ma ins  inte re s te d e ithe r in continue d monitoring of re ma ining imple me nta tion
a ctivitie s , or in re vie w of docume nts  in a  limite d numbe r of ca se s . Pe nding tha t monitoring a nd
re vie w, S ta ff re comme nds  de fe ns ing cons ide ra tion of the  que s tion of dispute  re solution. Afte r
Staff completes those  activities , there  may be  no disagreements.

In a  few othe r cases , S ta ff be lieves  tha t ce rta in additiona l implementa tion activitie s  a re  required.
Pending APS review and response  to recommended additiona l activitie s , S ta ff a lso recommends
defensing considera tion of the  question of dispute  resolution.

The  following sections  specifica lly address  the  APS re sponse  to Libe rty's  recommenda tions .
identities  those  tha t Staff recommends be  considered:

P e nding comple tion, a fte r which AP S  will tile  a  fina l comple tion re port tha t S ta ff will
review for cons ide ra tion of any needed monitoring or dispute  re solution

Comple te  and requiring no furthe r monitoring or dispute  re solution

Comple te , subje ct to ve rifica tion through e xa mina tion of ide ntifie d docume nts  pre pa re d
by AP S  but not provide d in its  Fue l Audit Imple me nta tion Re port (but not provide d with
tha t report)

S ubje ct to a dditiona l, he re in-s pe cifie d imple me nta tion a ctivitie s , to which AP S  s hould
respond before  Staff addresses continuing monitoring or dispute  resolution needs.

Sta ff Report on  APS Fue l Audit Im plem enta tion  Plan

It
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III. Chapte r II - Organiza tion , S ta ffing  and  Contro ls

De ve lop a  comple te  s e t of proce dure s  re la te d to the  ma na ge me nt a nd a dminis tra tion of coa l
contracts .

APS has  accepted the  recommendation, and implementa tion is  in progress . The  Company s ta tes
tha t it is  curre ntly pre pa ring s pe cific de s k ins tructions  a nd de ta ile d proce s s  flowcha rts  tha t
de scribe  Cholla , Four Corne rs , a nd Na va jo coa l a nd coa l tra nsporta tion contra ct ma na ge me nt,
procure me nt a nd a dminis tra tion proce sse s . The  Compa ny e xpe cts  the s e  proce dure s  to be
prepared by mid-October 2007 .

S ta ff be lie ve s  tha t the  a ction de s cribe d by AP S  is  a ppropria te  in me e ting the  inte nt of the
re comme nda tion. Fina l ve rifica tion of succe ss ful imple me nta tion mus t a wa it comple tion of the
proce dure s . The  sche dule  for comple ting the m is  a ppropria te , give n the  scope  of the  cha nge s
required.

3. S ta ff Recommenda tions

Staff has no further suggested actions re la ted to this  recommendation.

Audit and revise  procedures  for acceptance  of offers  for gas  supply.

AP S  h a s  a c c e p te d  th e  re c o mme n d a tio n ,  a n d  h a s  c o mp le te d  imp le me n ta tio n  o f th is
re comme nda tion. The  Compa ny s ta te s  tha t it ha s  e xpa nde d its  re vie w proce ss  to compa re  its
transacted physical gas prices to market prices through the  use  of prices captured each hour by an
e lectronic trading pla tform. Traders  transacting business  outs ide  of specified bounds  a re  subject
to tra ding viola tions , a s  de scribe d in the  Compa ny's  Ene rgy Risk Ma na ge me nt Guide line s . In
a ddition, the  Complia nce  Ma na ge r ha s  sys te ma tica lly unde rta ke n a  we e kly a udit proce ss  of a l
physica l gas transactions.

2. Staff Obs ervations

S ta ff be lie ve s  tha t the  a ction de scribe d by APS  is  ge ne ra lly a ppropria te . It doe s  not, howe ve r,
a ddre s s  the  pote ntia l for conduct tha t ca n re ma in de libe ra te ly within the  e s ta blishe d bounds ,
while  s till proving disadvantageous  to the  utility.

Incorpora te  a  provis ion tha t would ca ll for pe riodic re vie ws  of in-bounds  tra nsa ctions  to ve rify
tha t the ir de pa rture  from a n ide ntifie d be nchma rk (e .g., me dia n price s ) is  ra ndom, a nd not

A. Re c o m m e n d a tio n  #1

B. Re c o m m e n d a tio n  #2

1. APS Ac tion

2. Staff Observations

1. AP S  Action

3. StajfRecommendations

IJJl¢mw»

Sta ff Report on  APS Fue l Audit Im plem enta tion  P lan
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pre ponde ra ntly in a  dire ction tha t would sugge s t los t va lue  to the  utility. The se  pe riodic re vie ws
need not be  as frequent as the  weekly baseline  reviews planned by APS .

Secure an understanding with APS that Commission auditing includes access to members of the
Board of Directors.

APS ha s  a cce pte d the  re comme nda tion, a nd ha s  propose d a  me thod for imple me nting it. Tha t
me thod will provide  access  to Board members  when the  Company de te rmines  tha t the re  a re  not
othe r s ource s  for s e curing the  informa tion in  que s tion. Whe re  the  Compa ny de te rmine s
othe rwise , it proposes  the  use  of discove ry dispute  re solution procedure s  to de te rmine  whe the r
Board member access  is  required. The  Company has  sugges ted a  process  for implementa tion of
this  re comme nda tion. APS  sugge s ts  tha t the  proce ss  re fle cts  a  good fa ith e ffort to comply with
the  recommenda tion and obta in the  necessa ry information sought from members  of the  Board of
Dire ctors .

S ta ff be lieves  tha t the  action described by APS is  not cons is tent with Decis ion No. 69663 When
access to Board members is  desirable , then the  use  of discovery dispute  processes would impose
needless delay and resource use.

3. Staff Recommendations

Cla rify tha t AP S  s ha ll pe rmit a cce s s  to its  Boa rd of Dire ctors  in a ny future  a udit or prude nce
review conducted by Sta ff, as  appropria te .

C. Recommendation #3

1. APS Action

2. Staff Observations

Staff Report on APS Fuel Audit Implementation Plan
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IV. Cha p te r III - Fue l Ma na ge m e n t

Streamline  the  procedures  for handling of information on coa l we ights .

APS  has  accepted the  recommenda tion, and implementa tion is  in progre ss . The  Company ha s
de te rmine d tha t e le ctronic tra ns fe r of da ta  will a dd be ne fit a nd e fficie ncy a t the  Cholla  S ta tion
for coa l rece ived from the  Lee  Ranch/El Segundo mine  complex, a  management summary report
will be  issued during the  firs t quarte r of 2008 to document these  changes.

The  Company has  reviewed its  processes  a t Four Corners  S ta tion and did not find a  cos t benefit
associa ted with changing the  existing process.

The  Compa ny's  imple me nta tion pla ns  s e e m re a s ona ble , provide d tha t the y a re  a de qua te ly
supported by a  number of documents discussed in the  sta tus report, but not provided by APS .

AP S  should provide  the  ma na ge me nt summa ry re port docume nting the  cha nge s  ma de  a t the
Chole ra  S ta tion. Furthe r, APS should provide  the  cos t/benefit ana lys is  conducted on the  exis ting
process a t Four Corners  tha t resulted in the  de termination tha t changes in processes a t this  s ta tion
were not necessary.

Re vise  the  inve ntory ta rge t for Re gula r Coa l a t the  Cholla  S ta tion from 25 da ys  of supply to 35
days  of supply.

AP S  ha s  a cce p te d  the  re comme nda tion , a n d  h a s  c o mp le te d  imp le me n ta tio n  o f th is
re comme nda tion. AP S  ha s  is s ue d the  a ppropria te  inve ntory ta rge t le tte r for 2007, complying
with this  recommenda tion. APS describes  the  process  of e s tablishing inventory ta rge ts , which it
ba se s  on e va lua tions  of contra ctua l commitme nts  for coa l supply a nd ra il ca pa city, a s  we ll a s
proje cte d bums . Ana lys is  of this  informa tion will be  conducte d a nnua lly in orde r to confirm
inventory targets  for the  subsequent year.

2. Staff Observations

Staff believes that the action described by APS is appropriate.

Staff has no further suggested actions re la ted to this  recommendation.

A. Recommendation #1

B. Recommendation #2

I. AP S  Action

2. Staff Observations

3. StaffReeommendations

1. APS Action

3. StajfRecommendations

Sta ff Report on  APS Fue l Audit Im plem enta tion  Plan
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Conduct a comprehensive analysis of gas purchasing and management under ELP's revised rate
structure, and report to the Commission.

APS has  accepted the  recommenda tion, and implementa tion is  in progre ss . Currently, the  ELP
ra te  case  be fore  FERC is  pending se ttlement, and an orde r is  expected during the  fourth quarte r
of 2007. Afte r the  price  s tructure  a nd fe e s  for future  ga s  tra ns porta tion cos ts  a re  fina l, the
Compa ny will conduct a  compre he ns ive  a na lys is  on the  impa ct of the s e  cos ts  on both the
Compa ny a nd its  cus tome rs . In the  inte rim, initia l re vie ws  of va rious  price  a nd fe e  s ce na rios ,
a long with de ta ile d a na lys is  of na tura l ga s  pipe line  cos ts  a nd options  for minimiza tion of the se
cos ts , a re  in progre ss . The  Compa ny e xpe cts  to comple te  a nd file  the  re comme nde d re port by
the  third quarte r of 2008.

2. Staff Observations

Staff believes that the action described by APS is appropriate.

~¢v»a¢4ws¢m4=¢

3. StaffRecommendations

The  Company should tile  the  expected report de ta iling its  ana lys is  of na tura l gas  purchas ing and
management under ELP's  revised ra te  s tructure .

C. Recommendation #3

1. APS Action

Staff Report on APS Fuel Audit Implementation Plan
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Staff Report on APS Fuel Audit Implementation Plan

v. Chapte r IV - Fue l Contrac ts

There  were  no recommendations in this  a rea  of examination

October 25, 2007 Page 7



VI. Chapte r V - Hedging and Ris k Management

Engage  s takeholders  in a  discussion of hedging program objectives .

APS has  accepted the  recommenda tion, and implementa tion is  in progress . The  Company plans
to me e t with cus tome r group re pre se nta tive s  in the  upcoming months  to obta in input re ga rding
the  hedging program and cus tomer pre fe rences . The  Company intends  to report to Commiss ion
Staff on these  meetings.

2. S ta ff Obse rva tions

S ta ff be lieves tha t the  action described by APS is  appropria te .

The  Company should provide  Commission Sta ff with the  expected re fe renced report on meetings
with cus tomer group representa tives , and should, a fte r consulta tion with S ta ff, identify proposed
means for addressing issues or concerns ra ised by those meetings.

Report to the  Commiss ion on the  future  plans  for non-utility trading activitie s .

AP S  ha s  a cce pte d the  re comme nda tion, a nd imple me nta tion is  in progre s s . The  Compa ny
continue s  to work towa rds  the  e limina tion of re ma ining non-utility a ctivitie s  with the  e xpira tion
of the  la s t non-Compa ny full re quire me nts  contra cts  in mid-2008. In 2007, P inna cle  We s t
Ma rke ting a nd Tra ding sold a  numbe r of its  non-utility ga s  a nd powe r commodity pos itions  to
Morga n S ta nle y, subje ct to a pprova l of tha t tra nsa ction by FERC. On Augus t 16, 2007, FERC
a pprove d the  tra ns a ction, a nd the  Compa ny hope s  to ha ve  the  tra ns fe r of thos e  pos itions  to
Morga n S ta nle y comple te d by the  fourth  qua rte r of 2007. In  a ddition, the  Compa ny ha s
a ccomplis he d the  phys ica l s e pa ra tion of the  Compa ny's  utility a nd non-utility tra de rs  a s  of
October 2006.

2. S ta ff Obse rva tions

Staff be lieves  tha t the  action described by APS is  appropria te , given the  continua tion of e fforts  to
close -out non-utility a ctivitie s .

The  Company should report to Commission S ta ff when the  above  described transfe r of positions
to Morgan Stanley has  been comple ted. The  Company should a lso report quarte rly on continued
close-out actions, schedule  for comple ting the  remainder of those  actions, and any changes to its
plan or schedule  for fina l close -out.

A. Recommendation #1

B. Recommendation #2

1. AP S  Action

3. StajfRecommendations

1. AP S  Action

3. StajfReeommendations

S ta ffRe p o rt on AP S  Fue l Audit Im plem enta tion  P lan
We
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VII. Chapte r VI - Forecas ting  and  Mode ling

There  were  no recommendations  in this  a rea  of examina tion.

Staff Report on APS Fuel Audit Implementation Plan
1-m »w.
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VIII. Chapter VII - Plant Operations

P re pa re  a nd e xe cute  a n a ction pla n tha t will improve  e conomic e va lua tions  re la te d to
minimiza tion of outage  time .

APS has  accepted the  recommendation, and s ta tes  tha t implementa tion is  comple te . APS has
implemented Manage ria l Policy A-13 Eva lua tion of Unit Outages /Unit Reductions  and da ted
8/06/07, which formalized eva lua tion of cos ts  during these  types  of outages , APS s ta te s  tha t
they have also evaluated all systems at their base and immediate load stations in this regard and
in accordance with Manageria l Policy A-6 Inventory Management, dated 10/0l/03 .

2. Staff Observations

Staff believes that the action described by APS is appropriate.

Analyze system reserve requirements using both a  50/50 and 90/10 load forecast, incorporating
the constraints of the Phoenix Load Pocket.

3. Staff Recommendations

Staff has no further suggested actions related to this recommendation.

APS de ve lops  a  90/10 loa d fore ca s t a nd provide s  it to Sys te m P la nning whe re  it is  use d in
discussions of system reserves and the Phoenix Load Pocket. APS states that the Company will
seek ways to incorporate the 90/10 forecast more formally.

S ta ff be lie ve s  tha t the  a ction de s cribe d by AP S  is  a  cons tructive  s ta rt, but doe s  not ye t
incorporate the more formal approach recommended. The balance of load and generation for an
important metropolitan a rea  such as  Phoenix coupled with constra ints  into the  a rea , high load
growth across the entire system, and low overall reserves requires formal analysis.

S ta ff recommends  tha t APS conduct re se rve  leve l ana lyses  with both 50/50 and 90/10 load
forecasts , incorporate  the  constra ints  of the  Phoenix Load Pocket into those  analyses via  a  two
area  ca lcula tion, and provide  to Commission Sta ff an ana lys is  demonstra ting tha t the  ultimate
a pproa ch a nd loa d fore ca s t use d by APS  for de te rmina tion of its  ove ra ll re se rve  le ve l a nd
transmission capability into the Phoenix Load Pocket is adequate.

A. Re c om m e nda tion  #1

B. Recommendation #2

1. APS Action

1. APS Action

2. Staff Observations

3. StajfRecommendations
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Eva lua te  the  re pla ce me nt of boile r s e ctions  a t Four Corne rs  #5, Na va jo #2, a nd Na va jo #3 in
light of current high ne t replacement power costs .

1. AP S  Ae tion

APS s ta te s  tha t a  boile r tube  fa ilure  reduction program is  in e ffect a t e ach planned outage , and
tha t boile r component replacement has  a lways  been based on replacement fue l cos t. APS offe rs
Ma na ge ria l P o lic y  O - ll In te gra te d  Boile r Tube  Fa ilu re  Re duction /Cycle Che mis try
Improve me nt (BTFR/CCI) P rogra m for Coa l Units  a nd HRS  Gs , a nd da te d 3/27/00 - Re vis e d
02/15/07.

S ta ff ha s  a  conce rn a bout the  e ffe ctive ne ss  of the  progra m de scribe d. The  boile r-tube -fa ilure
program presented by APS has  been in place  for a  long time , and it is  representa tive  of indus try
pra ctice . It should by now ha ve  de mons tra te d some  succe s s  in re a ching the  goa l of re ducing
boile r-tube  fa ilure . The  numbe rs  pre se nte d do not e vide nce  succe s s . S ta ff doe s  not ha ve  the
3/27/00 ve rs ion of Ma na ge ria l P olicy O-ll. If tha t ve rs ion of the  policy ha s  the  s a me  goa ls  for
the  6-yea r forced outage  ra tes  se t to be  achieved in the  next four yea rs  a s  the  02/15/07 ve rs ion,
the n S ta ff be lie ve s  tha t the  AP S  a ction is  incomple te . If the  02/15/07 ve rs ion of Ma na ge ria l
P olicy O-ll ha s  s e t ne w a nd lowe r goa ls  for 6-ye a r a ve ra ge  force d outa ge  ra te s , S ta ff be lieves
tha t e va lua tion of whole  boile r compone nts  will be  re quire d to re a ch those  goa ls , which would
make  APS implementa tion of the  recommendation comple te .

S ta ff re comme nds  tha t APS  submit to Commiss ion S ta ff its  pla ns  to re a ch the  6-ye a r a ve ra ge
force d outa ge  ra te s  s ta te d in Ma na ge me nt Policy O-ll, de ta iling wha t will be  re quire d for boile r
component replacements , other improvements , and the  anticipa ted benefits  of each for each of its
genera ting units  lis ted.

Conduct a  centra lized review of opera tor and maintenance  e rrors  a t APS base-loaded coa l plants
and a t Nava jo, in orde r to a ssure  tha t root causes  a re  be ing correctly identified and addre ssed,
de te rmine  the  rea sons  why such e rrors  appea r to be  concentra ted a t Four Corne rs  Unit #3 and
Nava jo Unit #3 .

APS does not agree  tha t there  is  an unusual pa tte rn of opera tor e rror a t Four Corners  3 or Navajo
3, but doe s  not obje ct to a  ce ntra lize d re vie w of e xis ting policie s  a nd proce dure s  providing
upda tes  as  required. APS offe rs  Manageria l Policy A-3 Incident Reports , da ted 01/29/81 (revised
02/24/00), which re quire s  a  root ca use  de te rmina tion de te rmine d a fte r pla nt trips  a nd ope ra tor
e rrors . AP S  a ls o offe rs  Ma na ge ria l P olicy A-9 Los t Ge ne ra tion Ana lys is  a nd Re port, da te d
06/15/98 (revised 5/03/07), which require s  an annua l report on los t gene ra tion on each unit. In
a ddition, AP S  offe rs  Ma na ge ria l P olicy O-16 Root Ca use  Eva lua tion, da te d 05/07/01 (re vise d

C. Re c o m m e n d a tio n  #3

D. Recommendation #4

2. Staff Observations

3. Staff Recommendations

1. AP S  Action
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Sta ff cons ide rs  the  policie s  and procedures  address ing APS review of exis ting root causes  to be
sa tis factory, but the  recommenda tion went more  to the  implementa tion than the  content of those
policie s  and procedure s . An example  will he lp expla in. Lightning may be  identified and lis ted a s
the  root cause  of a  transformer fa ilure . Tha t may we ll have  been the  immedia te  cause , but othe r
fa ctors , s uch a s  conta mina tion during ma nufa cture , imprope r a s s e mbly ins tructions  to the
a s s e mble r, ina de qua te  or imprope r lightning prote ction de te rmina tion or ins ta lla tion, a mong
othe rs  ma y ha ve  e xpos e d the  tra ns forme r to fa ilure  from the  imme dia te  ca us e  of lightning.
Identifica tion of lightning as  the  root cause  would not be  he lpful in such a  case .

07/08/02), which re quire s  a  forma l or informa l root ca us e  e va lua tion to inve s tiga te  pe rs onne l
accidents, equipment damage, or other undesirable  events.

The  recommenda tion would be  be tte r me t by commiss ioning an expe rt and independent review
of a  s ufficie nt numbe r of AP S  root ca us e  inve s tiga tions  a nd a na lys e s  (involving ge ne ra ting
s ta tions ) to ve rify tha t the  conduct of the  ana lyse s  ha s  been sound and e ffective , and, if not, to
recommend any appropria te  improvements .

E . Recommendation #5

Implement for West Phoenix #5 the  requirement for root cause  ana lysis  when genera tion is  los t.

AP S  s ta te s  tha t a t the  time  of the  re port, We s t P hoe nix 5 wa s  re quire d to comply with a ll root
cause  requirements as other fossil plants.

Liberty unders tood the  case  to be  diffe rent during its  audit, but conside rs  the  response  adequa te
to the  extent it represents  tha t West Phoenix 5 was  and, more  importa ntly, re ma ins  cove re d by
the  requirement.

S ta ff ha s  no furthe r re comme nda tions  in this  re ga rd e xpe ct thos e  tha t a re  dis cus s e d unde r
Recommendation #4 above .

2. Staff Observations

3. StaffRec0mmendations

1. AP S  Action

2. Staff Observations

3. Staff Recommendations

S ta ff Report on AP S  Fue l Audit Im plem en ta tion  P lan
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Cle a rly s e gre ga te  utility a nd non-utility tra ding in a ll ope ra tions  a nd re porting to e ns ure  tha t
utility tra ding is  conducte d to ma ximize  utility opportunitie s .

IX. Chapter VIII - Purchas ed Power and Off-Sys tem Sales

APS has accepted this  recommendation in part, and s ta tes  tha t its  action on this  item is  comple te .
The  Company sta tes  tha t it has  addressed the  separa tion and reporting issues in its  report re la ted
to Re comme nda tion #2 in the  He dging a nd Ris k Ma na ge me nt cha pte r. With re ga rd to FERC
reporting, the  Company s ta te s  tha t it follows a ll applicable  reporting requirements  for each of the
va ried FERC forms tha t it tile s , and tha t the  FERC does  not recognize , for reporting purposes , a
dis tinction be twe e n utility a nd non-utility a ctivitie s .

2. Staff Observations

Staff believes that the action described by APS is appropriate.

3. StajfReeommendations

Staff has no further suggested actions related to this recolmnendation.

Comple te  the  process  of preventing future  a ffilia te  use  of utility a sse ts  and examine  means  for
continuing transmiss ion optimiza tion transactions  through some  font of sha ring mechanism.

AP S  h a s  a c c e p te d  th e  re c o mme n d a tio n ,  a n d  h a s  c o mp le te d  imp le me n ta tio n  o f th is
recommenda tion. The  Compa ny s ta te s  tha t its  Code  of Conduct P olicy #11, P rovis ion of
Tra ding Floor S e rvice s  by AP S  a ddre s s e s  the  imprope r us e  of utility re s ource s  by a ffilia te s .
Als o, a s  me ntione d e a rlie r, the  Compa ny is  moving to e limina te  its  non-utility a ctivitie s . The
Compa ny a lso s ta te s  tha t it continua lly pursue s  ma rke t opportunitie s  to optimize  tra nsmiss ion
pa thways  by making purchase  or off-sys tem sa le s  transactions  tha t appropria te ly utilize  exis ting
purchased transmission capacity.

2. S ta jfObs e rva tions

The  Company response  did not address  the  findings  of e fforts  to de te rmine  whe ther the  specific
opportunity tha t ga ve  ris e  to the  conce rn unde rlying the  re comme nda tion ca n be  e xploite d
through means tha t appropria te ly manage  utility risk/reward considera tions .

APS should report on the  re sults  of its  e fforts  to seek a  means  for capturing the  bene fits  of the
s pe cific  opportun ity in  que s tion  in  a  me a ns  tha t a de qua te ly mitiga te s  u tility ris k, if tha t
opportunity is  s till pre sent.

A. Re c o m m e n d a tio n  #1

B. Recommendation #2
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I . AP S Action

1. APS Action

3..S'taffRecommendations
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X. Chap te r IX - Nuc lea r Fue l

There  were  no recommendations in this  a rea  of examination.

Staff Report on APS Fuel Audit Implementation Plan

October 25, 2007 Page  14



AP S  ha s  a cce pte d this  re comme nda tion in pa rt, a nd s ta te s  tha t its  a ction on this  ite m is  in
progre ss . The  Company s ta te s  tha t it is  in the  process  of revis ing its  documenta tion supporting
the  monthly P S A filings  to include  ne w proce dure s  re quire d by the  a doption of a  pros pe ctive
P S A De cis ion No. 69663. The  upda te d proce dure  is  e xpe cte d to be  a va ila ble  by the  fourth
quarte r of 2007.

Deve lop a  written policy and procedure  for the  prepa ra tion of the  confidentia l PSA filings .

AP S  ha s  a cce p te d  the  re comme nda tion , a n d  h a s  c o mp le te d  imp le me n ta tio n  o f th is
recormnendation. The  Compa ny s ta te s  tha t the  P inna cle  We s t Inte rna l Audit De pa rtme nt
incorpora te d a  P S A Filings  Audit in the  2007 Audit P la n. The  firs t a udit wa s  comple te d in July
of 2007. The  obje ctive  of this  a udit is  to ga in a n unde rs ta nding of the  pre pa ra tion of monthly
P S A filings  a nd to ve rify the  inte grity a nd re lia bility of the  informa tion. The  P S A Filings  Audit
is  a  recurring audit tha t will be  conducted pe riodica lly.

Conduct pe riodic inte rna l a udits  of the  PSA tilings  to ve rify the  soundne ss , comple te ne ss , a nd
accuracy of the  activitie s  tha t produce  them, with the  firs t such audit to be  conducted a s  pa rt of
the  next audit plan.

3. Staff Recommendations

Staff has no further suggested actions re la ted to this  recommendation.

XI. Chapter X - Financia l Audit of PSA Cos ts

3. Staff Recommendations

Staff has no further suggested actions re la ted to this  recommendation.

Correct PSA reporting me thods  to a ssure  more  accura te  cla ss ifica tion and reporting of coa l, oil,
and gas genera tion information.

2. Staff Ubservations

Staff believes that the action described by APS is appropriate.

2. S ta ff Obse rva tions

Staff be lieves tha t the  action described by APS is  appropria te .

B. Recommendation #2

A. Recommendation #1

C. Recommendation #3

I. APS  Ac tion

1. AP S  Action

S ta ff Report on AP S  Fue l Audit Im plem enta tion  P lan
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AP S  ha s  a cce p te d  the  re comme nda tion , a nd  ha s  comple te d  imple me nta tion  o f th is
recommendation. The Company sta tes  that it has revised current schedules and prepared new
sche dule s  for inclus ion in the  confide ntia l portion of the  monthly PSA filing tha t provide  the
a dditiona l s upport ne ce s s a ry to re vie w the  non-confide ntia l P S A monthly tiling. These
schedules  were  initia lly provided in the  August 2006 PSA report and have  been included s ince
tha t time.

AP S  ha s  a cce pte d the  re comme nda tion, a nd  ha s  comple te d  imple me n ta tion  o f th is
recommendation. The Company reports  tha t it has  revised the  supporting schedule  information
in the  confide ntia l portion of the  P S A filing to re fle ct the  a bove  re comme nde d me thod of
reporting fue l cos t.

Re vise  the  PSA confide ntia l filing forma t to provide  a  sufficie nt le ve l of de ta il to support the
calcula tion of the  components  conta ined within PSA non-confidentia l filings.

AP S  ha s  a cce p te d  the  re comme nda tion , a nd  ha s  comple te d  imple me nta tion  of th is
recommendation. The  Company reports  tha t its  accounting pe rsonne l have  been tra ined to
understand and implement the proper accounting method(s) for booking supplemental charges,
refunds, and other adjustments to fuel expense and/or inventory values.

Close ly review and monitor adjustments  to fue l costs  to assure  tha t supplementa l charges  and
re funds  appropria te ly cons ider the  impact on inventory va lues  and fue l expenses  for financia l
reporting purposes.

2. S ta jfObse rva tions

Staff believes that the action described by APS is appropriate.

2. Staff Obs ervations

Staff believes that the action described by APS is appropriate.

3. Staff Recommendations

Staff has no further suggested actions related to this recommendation.

3. StaffRee0mmendations

Sta ffhas no further suggested actions related to this recommendation.

2. Staff Observations

Staff believes that the action described by APS is appropriate.

E. Recommendation #5

D. Recommendation #4

1. APS Ae tion

1. APS Action

1. APS Action

Staff Report on  APS Fue l Audit Im plem enta tion  Plan

October 25, 2007 Page  16



Staff Report on APS Fuel Audit Implementation Plan

3. Staff Recommendations

Staff has no further suggested actions related to this recommendation
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